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VALUE OF MONEY.* 

Much has of late been said and written which seems to 
render desirable a restatement of the causes and condi- 
tions which determine the value of money, — the prices of 
goods. The remarks referred to are such as intimate or 
appear to imply that the extreme extension of credit, to 
embrace the banking system, the check system, and finally 
the clearing-house system, in some way vitiates the ac- 
cepted proposition that the value of money is determined 
by the demand for and the supply of money, and makes 
general prices to depend on something else. The allu- 
sions to the small proportion of goods supposed to be paid 
for in actual money, to the cancellation of indebtedness 
within the bank, and to the vast transactions of the clear- 
ing house, as if these conditions rendered the supply of 
money a matter of indifference or at least of very slight 
consequence, — these allusions on the part of intelligent 
business men, and even of professional economists, are so 
frequent as to make it seem worth while to go over again 
the familiar ground of the value of money, to inquire 
whether anything needs to be added to or taken from the 
proposition which we once all practically agreed to accept. 

There is nothing unreasonable in the idea that, in pass- 
ing from a primitive community, industrially speaking, to 
one in which trade and production are highly organized, 
and in which credit and banking perform an important 
part, propositions regarding money which held good in the 
former condition should require to be importantly modi- 
fied or wholly abandoned. In my work of 1878,t when 

* This paper was read before the American Economic Association, at its 
session in Chicago, September 13, 1893. 

tSee Money ^ p. 22. 
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commenting on the remark of Professor Bonamy Price, 
that the vast operations of modern commerce only repro- 
duce the simplest acts of primitive barter, I ventured to 
use the following image : — 

The savage builds his canoe of materials every part of which 
would float of itself. The civilized man builds his broadside ship- 
of-war of material which of itself would drop like a plummet to 
the bottom. We may find, in our farther investigation, that there is 
something more in the philosophy of money than comes out in the 
primitive trade between the tailor, the butcher, and the baker. 

But, in fact, does anything in the transition from a prim- 
itive to a highly organized trade impair the validity of 
the proposition that the value of money (whatever that 
money may, in the place and at the time, consist of) de- 
pends, like the value of anything else, on the relations of 
demand and supply; that prices are determined in the 
amount of goods offered for money, and the amount of 
money offered for goods ? This is the question I presume 
to raise to-day. 

It is enough to make the most faithful soul flinch and 
shrink, to be asked to go back to the contemplation of a 
primitive community and to consider the origin of money; 
yet in this case it seems to be necessary, and I will try not 
to be tedious. Let us suppose that in such a community, 
the members of which pursue various occupations and pro- 
duce different kinds of commodities, the difficulties of di- 
rect exchange are so great as to put a heavy penalty upon 
barter, or, to express it otherwise, to place a high premium 
upon the use of money ; and that, by consequence, all 
commodities are exchanged through the intervention of 
money. It was with reference to such a supposed situa- 
tion that the proposition which has been more than once 
repeated in this paper was framed. In such a case, we 
should all agree that the value of money depended on 
the demand for and supply of money. In speaking of the 
demand for money, we should of course understand that 
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the effective occasions for its use in exchange were meant ; 
and, consequently, we should have reference not merely 
to the amount of goods produced, but also to the fre- 
quency with which those goods were to be exchanged in 
their passage from producer to consumer. Again, in 
speaking of the supply of money, it would be understood, 
almost without the necessity of explanation, that refer- 
ence was had, not alone to the number of money-pieces, 
but also, and conjointly with this, to the rapidity of their 
circulation. " The nimble sixpence does the work of the 
slow shilling." 

Such is the situation in which no doubt arises regarding 
the causes and conditions which determine the value of 
money. Since the members of the community must have 
money in order to exchange their goods, and since, by the 
supposition, they must exchange their goods in order to 
make it worth while to produce them, they, each and all, 
must needs buy money. In order to buy it, they must 
pay its price, give what it is worth. What it shall be 
worth will depend, demand being fixed, upon the supply. 
The cost of production of money will influence its value 
only as it affects that supply. Conceivably, the money 
thus brought into use might be an article which held no 
appreciable cost of production, as, for example, an article 
found on the surface, but naturally limited in quantity ; or 
it might be an article owing its use to authority or to 
convention. 

Now let us take the first step from the condition as- 
sumed, in recognizing the fact that, in an actual com- 
munity, all of the goods produced will not be subject to 
exchange, and therefore will not contribute to the demand 
for money. The fisherman will consume no small part of 
his catch in the support of his family ; perhaps one-half of 
the crops of the farmer will be eaten within his own house 
and barn ; the shoemaker, the tailor, and the hatter will 
each wear and wear out some part, at least, of his own 
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product. Does this modification of our assumed condition 
require any qualification of our proposition? Probably 
we shall all agree that it does not, that the product thus 
consumed at home is entirely out of all relation to the 
value of money, and that it is only the surplus going into 
exchange which has anything to do with determining that 
value. 

Let us now take the second step from the condition 
originally assumed, and recognize the fact that no incon- 
siderable part of the surplus product is directly exchanged 
without the intervention of money. In the face of the 
highly humorous descriptions that have been given of the 
difficulties attending such transactions, we know that in 
every community, even the most advanced industrially, 
barter does take place, and that on no small scale. Let us 
suppose the amount of direct exchange within the com- 
munity in contemplation to be large. Have the goods 
thus exchanged any relation to the value of money? In 
one way they have ; but it is in the way of effect, and not 
of cause. The prices of the several kinds of goods pro- 
duced in the community — that is, their value in terms of 
money — having come to be known through the exchanges 
which have taken place with the use of money, the bar- 
terers will be influenced thereby in fixing the ratios of 
direct exchange. But this is an incidental effect of the 
value of money, not in any sense or any degree a cause. 
Were the bartered goods to be multiplied fourfold (but 
not at the expense of the goods exchanged for money), 
this would have no effect upon prices, since it would alter 
neither the demand for nor the supply of money. 

It is true that the line drawn in any community between 
bartered goods and those sold for money is not a perma- 
nent one. Possibly there has been some failure on the 
part of many meritorious economists to recognize the 
degree in which barter may be resorted to or may be 
abandoned, according as the money in use becomes more 
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or less convenient and attractive in form, more or less 
trustworthy as to substance and weight. In my work of 
1878 I offered what seems to me a very important qualifi- 
cation of Ricardo's proposition regarding the value of 
corrupted coin. That qualification had reference to the 
large possibilities of extending barter whenever popular 
confidence in the coin becomes impaired. The commer- 
cial history of the United States during the Revolutionary 
War, of France during the time of the assignats, and I 
doubt not of other countries under a regime of incon- 
vertible paper money largely depreciated, illustrates the 
importance of noting this condition. By the corruption 
of the coin, or merely by its becoming inconvenient and 
unattractive, much more by the fiuctuations of an inflated 
paper circulation, the penalty upon direct exchange may 
be so diminished as largely to widen the field of barter. 
And in the same way everything that adds to the con- 
venience, attractiveness, and trustworthiness of the money 
in use, may cause that field to be encroached upon. All 
this, however, has nothing to do with the validity of our 
proposition. It is still the goods which are exchanged for 
money, be these more or fewer, and not the goods which 
are bartered, be those fewer or more, which contribute to 
that demand for money which determines price. 

Our third step is involved in more of difficulty and of 
embarrassment. We are now to suppose that, of the goods 
which are, in the usual acceptation of the term, sold for 
money, a portion, let us say a considerable portion, are not 
paid for at the time. Credit is given either for a definite 
or an indefinite term. What is the effect of this upon the 
value of money? Do these goods contribute to the de- 
mand for money which determines price? The sales are 
made in terms of money ; money is promised ; money is, 
we will for the present say, sooner or later, to be paid. 

Let us here introduce a distinction. Let it first be 
assumed that the credit is to remain individual, if I may 
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use that expression ; that the obligation is not to be trans- 
ferred, but that the debtor and the creditor are to remain 
the same persons until the close of the transaction. In 
this case, I should say, with deference, that goods so sold 
contribute to the demand for money just as truly as goods 
sold for cash ; but I should add, not just as much. The 
factor by which the amount of such goods is multiplied, to 
give their effect in determining the demand for money, is 
lower. In the case, at least, of goods sold on definite 
terms of credit, there is a considerable, often a very large, 
economy in the use of money, as compared with the condi- 
tions of production and trade where "trust " is not given. 
It is not necessary to keep such large amounts of money 
in the shops or to carry them around on the person. 

But now let it be supposed that credits are no longer 
individual, in the sense in which we have used that term, 
but that transference by indorsement has become general, 
and that banks have arisen which receive deposits of com- 
mercial paper representing a very large part of the whole- 
sale transactions of the community. What shall be the 
effect of this on the value of money ? According to my 
way of thinking, so far as this transference of obligations, 
especially in the case of the bank, which thereby becomes 
creditor to many debtors and debtor to many creditors, 
results in the cancellation of indebtedness, as to an enor- 
mous extent it does, these transactions are, so far as con- 
cerns the use and by consequence the value of money, the 
same essentially as if they had been acts of barter. Ex- 
changes of this category do not involve the employment of 
money ; and they are therefore to be counted out when 
we are considering the causes and conditions which deter- 
mine the value of money. They constitute no part of the 
demand for money. Two transactions upon credit which 
in time and amount balance each other, and which, as a 
matter of fact, cancel each other when brought together in 
the bank, are, for our present purpose, equivalent to one 
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transaction of the same amount in direct exchange or 
barter. The fact that each obligation has been expressed 
in terms of money, the fact that, in the buying and the 
selling which preceded the giving of the note of hand or 
bill of exchange, reference was had by both parties to 
prices determined by actual exchanges of goods for money, 
— these facts do not, it seems to me, at all impair the va- 
lidity of the view that, so far as the use and the value of 
money are concerned, such transactions are, in essence, 
cases of barter. 

But it may be said such transactions do, in fact, involve 
the use of money. The bankers' liabilities, which are 
made up of deposits of commercial paper coming due, and 
which constitute the fund upon which those who are 
debtors to others, but are creditors to the bank, may draw 
checks for the payment of their own obligations, — these 
banker's liabilities, or bank deposits, are, many persons as- 
sert, themselves money. I am well aware that this view 
has been held by those of whom it is needful to speak 
with very great respect. Such was the opinion of Lord 
Overstone ; and Professor Sidgwick has more recently 
presented the same view. But I must say that it seems 
more compatible with the facts of commercial life, as well 
as far more conducive to a consistent and intelligent 
philosophy of money, to treat this matter of the can- 
cellation of indebtedness in the way which has been sug- 
gested above. Bank-notes are money. They are distinct 
and tangible things, which pass out from the bank and 
have their own separate life and course ; which become 
the property of him in whose hands they at the time are, as 
truly as do coins of gold or silver. Like such coins, they 
pass from hand to hand throughout the community, with- 
out reference to the character or the credit of the person 
offering them. Like such coins, they are accepted in final 
discharge of debts and full payment for commodities, 
without necessary recourse to the issuing bank, except as 
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they may individually become too much worn for further 
circulation, after performing, it may be a hundred, it may 
be a thousand, exchanges. Bank deposits, or bankers' lia- 
bilities, are not money. Inscribed on the books of the 
bank itself, divided into no definite parts, constituting no 
tangible thing, having no outside course to run, with no 
separate, identifiable existence, they are not money : they 
are simply an instrumentality for saving the use of money. 
As such, it would be impossible to overrate their impor- 
tance; but that is no reason for attributing to them a 
character which they do not bear. Their real nature and 
function more clearly appears, it seems to me, when they 
are spoken of as an instrument for the cancellation of in- 
debtedness than when they are characterized as money. 
To my mind, it is of importance to recognize, as among the 
signs of all true money, its circulation ; its passing from 
hand to hand throughout the community ; its leaving no 
trace or record behind it as it goes, indebtedness being dis- 
charged, or goods paid for, every time it changes hands. 

Let us now pass to the final and last stage of our jour- 
ney. It is only with reference to the point now ap- 
proached that this paper has any significance, since thus 
far nothing new has been sought to be presented. Let us 
now suppose that credit has grown to enormous dimen- 
sions, and that, by consequence, the banking system, the 
check system, and the clearing-house system have been 
carried to what seem to be the limits of their possibilities. 
Vast volumes of indebtedness are daily cancelled in each 
bank, while but a small amount of coin and notes together 
is made use of in these transactions. At the clearing 
house the undischarged balances of a score or two of 
banks are every afternoon brought together and settled, 
with a use of coin and notes even smaller still. Now is 
there anything in such a situation which in any degree im- 
pairs the validity of the proposition that it is, after all, the 
demand for and the supply of the actual coin and notes 
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which determines prices ? It seems to be an opinion that 
such a use of credit does constitute some other rule for de- 
termining the value of money, which prompts the frequent 
allusions to the fact that in such or such a bank the cash 
payments constitute but three per cent, of the total trans- 
actions or that in a given clearing house only a half of 
one per cent, of the bank balances are settled in money. 
Whenever a question arises regarding the sufficiency of 
the present or the probable future supply of metallic 
money, facts like these are thrust at us, not merely as 
showing the economy effected in the use of money by the 
organization of credit, but as if they showed that the sup- 
ply of money had ceased to be of any consequence at all, 
and that something other than the money supply had come 
in to determine prices. 

Now, it must be said that it is altogether consistent 
with economic principles that the relative importance of 
a subject of exchange should become so far diminished 
that it is released from the ordinary operation of the force 
of self-interest. Money itself affords an example in point, 
in the case of billon, the petty coin of small change, which 
seems to be governed by something analogovis to the law 
of capillary attraction. Ordinarily, we say, water tends 
to seek its level ; and we find a world of illustrations of 
that tendency, not merely in rivers, lakes, and oceans, but 
in the crust of the earth and in the very atmosphere. 
Yet, if a tube be only fine enough, water will stand in it, 
at any height, without any regard to gravitation. And 
this exception is not merely of curious interest : the 
whole vegetable creation subsists by virtue of it. So in 
the case of billon, with a proper regulation of amount, 
the market price and the mint price of the metal need 
have no defined relation to each other. There seems to 
be a sort of impression in the minds of the speakers and 
writers to whom in this paper I refer, to the effect that 
the volume of credit transactions in highly organized 
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communities become so enormous as to carry the money 
of the community with them by a species of capillary at- 
traction. It is no longer, in this view, the actual money 
of a country which underlies and sustains the structure of 
credits : the credit structure becomes so vast and gigantic 
that the money of the country depends upon it and de- 
pends from it as a trivial, if not merely ornamental, ap- 
pendage. Is there anything in such opinions which, how- 
ever loosely held and vaguely expressed, have certainly 
exerted no little influence upon recent monetary discus- 
sion ? Does the exaggeration of credit transactions, how- 
ever monstrous they may become, in any degree release 
prices from the rule which has been indicated as govern- 
ing them? Have such transactions any influence upon 
the value of money other than that which has been 
pointed out; namely, by accomplishing a certain cancel- 
lation of indebtedness, producing the virtual result of an 
extension of the field of barter and a corresponding re- 
trenchment of the field for the use of money? Within 
the latter field, thus diminished, does anything less or any- 
thing other than the traditional principle govern the 
value of monej^ the price of goods? 

In addressing myself to this question, I desire to say, 
first, that there is much of the vast volume of credit 
transactions, as shown by the statistics of the bank and 
the clearing house, which may, for all the purposes of the 
present discussion, be termed fictitious, — fictitious in the 
sense that a great part, perhaps the larger part, of these 
transactions are outside the necessary work of exchange 
in the community, fictitious in the sense that these trans- 
actions are very largely the direct product of the exist- 
ence of the agencies, the bank and the clearing house, 
through which the resulting indebtedness is cancelled. 
Let me illustrate my meaning. It has been stated that 
the entire cotton crop of the United States is sold eight 
times over in the New York market alone. I know not 
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whether this statement is exactly true ; but it is beyond 
question that that crop is sold over and over again, add- 
ing enormously to the banking and clearing house transac- 
tions of the city. By far the greater share of these 
purchases and sales constitute no necessary part of the 
process of getting the cotton from the planter to the 
manufacturer. Speculators take advantage of this credit 
organization, without which their operations would neces- 
sarily be restricted within very narrow limits, to carry on 
an enormous amount of gambling or betting on the future 
price of cotton. It is not essential for our present pur- 
pose to inquire whether this multiplication of purchases 
and sales under speculative impulse is or is not detri- 
mental to production and to what we may call legitimate 
trade ; that is, those exchanges, be they few or be they 
many, which are actually necessary to carry the product 
most easily and surely from the farmer to the manufact- 
urer. I touch the subject here only to show how largely 
this speculative trading, itself mainly the result of the 
high organization of credit, contributes to inflate the sta- 
tistics of the bank and the clearing house, and thus to 
produce the impression which has been adverted to, re- 
specting the relative insignificance of the use of money 
in our day. What is true, in this respect, of cotton is 
also true of corn, wheat, pork, petroleum, mining and 
railroad stocks, and a hundred other subjects of exchange. 
In this view, am I not justified in saying that a very large 
part of the credit transactions, the amount of which is so 
freely adduced to show the comparative insignificance of 
cash transactions, are, with respect to that object, purely 
fictitious? Those who roll as sweet morsels under their 
tongues such gigantic figures as thirty or forty thousand 
millions a year, in speaking of the work of a single clear- 
ing house, are really deceived if they think that these 
sums represent either transactions that would have taken 
place, did not the clearing-house mill stand ready to take 
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the grist, or transactions the non-existence of which 
would impair production and legitimate trade. 

Secondly, while the speakers and writers in question 
dwell with so much emphasis on the fact that, of the 
transactions of Sir John Lubbock's bank, only three per 
cent, were settled with cash, and that, in a certain clearing 
house, only a half of one per cent, of the business was 
adjusted in the same way, they inadvertently fail to call 
the attention of their hearers or readers to the fact that, in 
spite of barter and in spite of credit, a very large part, in 
most countries by far the largest part, in many countries 
almost the whole, of retail trade is still conducted with the 
use of money; and this is, after all, the vital thing. It 
would not in the least matter, for the purpose of deciding 
the question, what determines the value of money, if the 
cancellation of indebtedness in the wholesale trade were 
complete, if Sir John Lubbock found additional commer- 
cial paper to take the place of that unhappy last three per 
cent., and if every claim made by every bank, every after- 
noon, at the clearing house were offset by an equal and 
incontestable demand. The statistics of banking and 
clearing-house transactions would be irrelevant and imper- 
tinent to the issue, even were they not inflated, as has been 
indicated. In the field of wages and of retail trade, money 
gets that room to operate which enables it to determine 
prices, just as truly as if banks and clearing houses did not 
exist. In our own country the every-day agency of money 
is somewhat obscured by the enormous extension of the 
check system, by which small bills are often paid. But 
even in England, whose credit and banking organization 
is in all other respects far more perfect than our own, such 
a use of checks is almost unknown. Beyond England and 
the United States, no other country in the world to any 
extent employs this method of buying goods or paying 
bills for ordinary personal or domestic expenditures. But, 
even if the field of cash payments were far more en- 
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croached upon than it is, this would not impair the validity 
of our proposition. As I said in the earlier part of this 
paper, the use of credit simply means the diminution of 
the demand for money. It still remains true that the de- 
mand for money, whatever that may be, does, taken in con- 
nection with supply, determine prices. No civilized coun- 
try has ever reached the condition, and we are not called 
upon to contemplate a time within which any civilized 
country will reach a condition, in which money must not 
be used to a vast extent. So long as people must have it, 
to pay wages and to buy goods, they must buy it, they must 
pay its price for it, they must give what it is worth. 
What it shall be worth will depend upon the demand for 
and the supply of it, as in case of any other thing that is 
bought and sold. The demand for money is found in the 
money work to be done, the amount of exchanging which 
needs to be effected by the use of money. The supply of 
money consists in the number of money-pieces available 
for the work of exchange, taken in connection with the 
facility with which they can be so used, the freedom or 
rapidity of circulation. Outside this field, it does not for 
this purpose matter in the least what the volume of credit 
may be, how high may be piled the transactions of banks 
and clearing houses. Were we considering the security of 
the latter, it would be important to compare their volume 
with the amount of money circulating within the field of 
cash payments ; but this is not our business to-day. 

When the present paper was placed upon the programme 
of the Association, I little thought that in defending 
my thesis I should enjoy the advantage of such a tremen- 
dous, such an overwhelming demonstration of the impor- 
tance of the actual money of a country, in the face of the 
most elaborate organization of credit, as the United States 
has afforded during the past two months. Sir John Lub- 
bock's bank and the half per cent, cash payments in the 
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clearing house cut a very small and sorry figure, indeed, in 
comparison with the spectacle which has been afforded 
of a great nation on the verge of general insolvency, thou- 
sands of factories and workshops closed, hundreds of thou- 
sands of workmen thrown out of employment, all because 
a certain amount of cash, of actual money, had been 
locked up in strong boxes and bank vaults. When one 
considers what this great industrial nation has passed 
through within the last sixty days because a portion only 
of its money had been withdrawn, he is fairly in a position 
to appreciate the senselessness of all this talk about the 
unimportance of the money supply which I took for my 
theme on this occasion. Until we have forgotten how we 
saw the banks of the commercial and financial metropolis 
refuse to pay their balances to other cities in cash on de- 
mand; how we saw great and rich firms paying their 
workmen in checks of $2, f3, and $5, and these checks 
not payable at the bank, but stamped " payable only at 
the clearing house" ; until we have forgotten how we saw 
great factories carrying on their business timidly from day 
to day, not with money and not with proper commercial 
credit, but upon the frail foundation of sympathy and for- 
bearance from their creditors and even from their opera- 
tives, while thousands of other manufacturers refused to 
carry on business at all under such conditions, and closed 
their works, — until we forget these universal experiences 
of the past few weeks, we shall, I think, be disposed to 
give Sir John Lubbock's bank a rest. No more striking 
demonstration could possibly have been given of the fact 
that, after all credit can do, money, actual money, money 
that passes from hand to hand, is still the vital blood of 
commerce, than has been afforded by the crisis through 
which the United States has just passed. For weeks the 
nation walked along the very verge of a precipice, under 
a strain which could not possibly have continued for as 
many weeks longer without hurling industry and trade to 
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the bottom of the abyss. All this time the trouble was 
not want of capital, for the nation had never been so rich ; 
not the lack of credit in commercial relations, for the his- 
tory of the world may be searched in vain to find an equally 
remarkable example of the readiness of merchants and 
bankers to trust each other and to support each other, 
even at the risk of their own fortunes. The trouble was 
all in the sudden withdrawal of a portion of the nation's 
money supply, due to distrust of financial legislation. 
This was all, and this was enough to bring the United 
States nearer to general ruin than it has been before since 
the war made us a nation indeed. 

F. A. Walker. 



